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It is an accepted fact that international markets have become an

important driving force in the well-being of U.S. agriculture. Until the

__ _late 1960s commercial international markets were almost insignificant in __
many minds for U;S. agricuTtUra] products. Farm legislation was prihari]y
inwafd looking reflecting the perspective of the agricultural sector
itself. Farm programs were responsive to a domestically oriented clientele
that had little interest or cause for concern with international markets.

During this period, the focus of U.S. international agricultural
activities concentrated on collection of country by country statistics on
area, yield, production and trade, low key market development; maintenance
of our Section 22 v waiver in the GATT and protecting our flexibility to
dispbse of surplus production into théyworld market through PL-480 and
export subsidies. Domestic agricultural affairs and the international
dimension were ﬁarried out in separate, unrelated and generally
uncoordinated fashion. |

By the early 1970s this approach was no longer warranted or possible.

As world markets exploded and domestic pressures on food markets grew, it

1/ Section 22 of the Agr1cu1tura1 AdJustment Act of 1935, as amended,
requires the President to establish import quotas on price supported
commodities, irrespective of existing international agreements, whenever
imports threaten the ability of the government to carry out the domestic
price support program. Since 1951, the U.S. has had a waiver in GATT
for the use of Section 22.
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became clear that domestic farm programs and international agricultural
trade po11c1es would require greater coordination if the United States was
to lead the way toward worldwide agricultural trade ]1berallzat1on. Th1s

recognition was slow in coming and its importance to

further expansion of U.S. farm exports is not entirely accepted even today.

For that reason, let us take a moment to again review the changes that have

taken place in the global agﬁicu]tural and trade environment.

World trade in agriculture rose 15 percent annually during the 1970s.
Almost all exporting countries shared in this growth which resulted in a

greater dependence on wor]d trade Dur1ng th1s per1od of rap1d growth

internal farm po]1c1es had little economic impact on the 1nternat10na] trade
situation.

It was not until the last four years, when world trade in aQricu]tura]
products turned downward that the relationship between domestic and
international policies became clearly evident for the major trading
countries. Europe and Japan particularly were forced to reexamine the
relationship between their internal policies and their external trade
conflicts. The United States, a long time advocate of greater market
orientation in farm policies, began an accelerated effort of pressing
vigorously in international fora for reform on international trade rules.
At home the Administration maintained its position that free market
competition offers the best way to achieve solid, sustainable, long-term
growth for both the United States and other agricultural trading countries.
To their credit, some of our trading partners have come to accept this
position; others have not. Similarly, some of our domestic policy interest
groups have recognized the jssue's importance, and some have not.

VA»brief review of our own farm policies illustrates why we continue to

press for freer world markets.
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Prior to 1933, U.S. farm policy focused on developing our agricultural
infrastructure to satisfy a growihg internal market. Internal population
expansion provided the opportunity for agricultural growth with a minimum of
government outlay. Government support was resource oriented, aimed at land

disbursal and increasing productivity. Agricultural commodities dominated

: A
the nation's exports during this early period even though they were !

relatively small. As late as 1900, farm exports accounted for three—fourﬁhs
of total export sales but a relatively small percentage of total
agricultural production. |
- —— ————The-collapse-of-farm-prices after World War I and the subsequent passage ___. .. _
of the Agricu1tufa1 Adjustment Act of 1933 marked a turning point fdr u.sS.
farm policy as the orientation changed from developmental programs to
compensatory policies. Programs shifted toward encouraging higher
productivity through the use of relatively high and rigid commodity price
supports--the goal was to revive the prosperity of the 1910-14 period.

The early part of this second period saw increasing government
involvement in agriculture, with commodity prices determined more by
government policy than by market forces. The latter part of the
period--from the end of World War II through 1960--brought a slow
realization that satisfactory incomes for some farmers could not be provided
by manipulating commodity prices alone. As a consequence, greater attention
was given to community development, rural {ﬁdustrialization, improved
education and regional development policies.

Throughout this 30-year period, agricultural trade policy was captive to
an inward-looking domestic policy. Surpluses, generated by high price

supports, led to a mounting interest in both domestic and foreign disposal
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programs. Trade restrictions under Section 22 of the Agricultural
Adjustment Act of 1935 and vo]dntary import restraints sought to protect. the
established price levels.

A major turning point came in 1963 when wheat producers rejected a
mandatory acreage control plan for wheat. - The new policy tilt camé’to full
flower with the passage of the Agriculture and Consumer Protection Act of }

-1973 with a shift to a def1c1ency payment scheme that prov1ded target price
payments to maintain farm income.

During this policy shift the United States went from high price supports

and relatively tight controls on output, to greater reliance on the market

as a determinant-of cdmmodity prices. Obvious exceptions remained, e.g.,
dairy, tobacco, sugar and peanuts. But for the major commodities, domestic
farm programs were adjusted so as to facilitate rather than retard exports
into international markets.

The real payoff came after 1972 when an unprecedented growth in the
international agricultural market allowed the United States to increase its
dominant position in world market. Unfortunately, this ostensible "golden
era" led many to conclude that there was no need to be concerned about
coordination of domestic and international policies, and in 1981, a new farm
bill reversed much of the change of the previous two decades. This coupled
with other trends in the world market led exports to drop substantially
after 1981. Policy analysts in turn were forced to take a new and urgent
look at the changing trade environment and to reassess the policy mix that
suddenly was not working.

Thus, U.S. farm policy has come through four distinct periods. During
the earliest period, U.S. agriculture was open and accounted for most of the
nation's modest foreign exchange earnings but had little impact on the

international market.
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By the samé token, the United States, yirtually alone among grain
producers has coupled its domestic support system with a requirement that
- producers reduce output when there are excess supplies. Unfortunately,
experience indicates that the United States alone can no longer adjust

excess supplies to world market needs. Most countries continue to increase

output during surplus periods rather than cutting back production to slow

the growth of surplus stocks. And many importing nations erect--import
parriers that thrust an even greater measure of price adjustment on market

economies, particular]y the United States.

T T TThusy the- Un1ted_States is placed in the p051t10n where support and

stocking policies, j.e., the farmer owned reserve 1nsulates commodities from -

the world market, work to jts disadvantage during periods of surplus world
production. In reality the U.S. domestic price support program holds an
umbrella over world prices, jncreasing foreign production while U.S.
production is reduced through acreageé reduction programs. Furthermore,
rather than allowing the United States the typical position of a low cost
price leader where others must adjust their sales to market needs after the
price leader has marketed its supply, the U.S. is placed in a position of a
residual supplier, and we can market our higher—priced goods only after
other nations have exhausted their supplies. In short, our grain policies
have operated to the substantial benefit of other exporting\countries at the

substantial expense of the United States agricu1tura1 budget.

Economics of Grain Trade
The historical relationship between u.s. agricu\tura] exports and our
commodity loan rates is dependent upon a number of economic variables.

Historically, the most important of these have been:
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1) U.S. prices compared to prices of other sellers.
2) Real income and population changes in jmporting countries.

3) Supply availabilities in the United States and importing
countries.

4) Market access ds determined by jmporting country policies. =

More recently in the 1980s, financial factors have taken on greater

jmportance as jmporting countries’have nad 1iquidity problems associated

with large debt service and the exchange rate for the U.S. dollar has soared
to historic heights.

—- —These var1ab\es are ref]ected in the patterns of grbwth of U.S.
agricultura1 exports over éﬁg past severa\ decades. —Between 19407and_19zg, B
u.S. agricu\tural exports jncreased at a steady average rate of $415 mii\idn
per year in 1983 dollars. In 1973, primari\y due to the entry of the USSR
into tne internationa\ market, U.S. exports jumped by about $7.4 pillion.
And between 1973 and 1981, V. S. agr1cu1tura1 exports jncreased at an average
annual rate of $1.7 billion, four times the 1940-1972 rate.

This increase in the rate of export occurred for a number of reasons:
growth in the world economy; an increase in world 1iquidity frdm the
recycling of petrodo11ars; easy credit terms during most of the 1970s; a
relatively 1ow-valued U.S. dollar that made for inexpensive commodity
prices; and production short falls in major consuming countries. The
flexibility of U.S. agriculture to respond 1o these "demand shifters" by
using large stocks on hand and bringing jdle land quickly back into
production allowed for an jncreased market share in a growing market.

The period of the 1980s has seen a reversal of many of these economic

variables. The tight monetary policies adopted by the developed countries
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in response to the second oil price shock of 1979 plunged the world into
recession and caused U.S. agricultural exports to drop approximately $5
billion from 1981 levels. (See figure 1).

In addition to the overall downturn in world markets, the Un1ted States
also lost market share. This was especially true for some Crops where loan
rates have-a significant inf]uence on market decisions. Wheat is a good
example. The wheat loan rate strong]y influences market price (see figure
2) thus leading to an unmarketable surplus when available supplies exceed
.demand at the loan price. With the exception of the early and late 1970s,

- the. market.price for. wheat has closely para11eled the wheat 1loan rate. In
these two periods strong demand raised the market price we]] above the loan
rate.

In these periods, U.S. market share (shown in the lower portion of the
graph) generally rose. In years when the Joan rate was the major price
determinant, U.S. market share generally declined or was less than the
average rate as determined by the trend line. The conclusion to be drawn is
that in years when the loan rate is at a Jevel sufficiently high to be a
major price determinant, U.S. market share for wheat will decline or be less

than average.

Impact of U.S. Policies on Other Countries

1f the U.S. Toan rate has been successful in enhancing price for United

States and other agricultural exporters, it will have increased price above
what would have otherwise prevailed for the traditional jmporting

countries. Such price enhancement has the dual effect of supporting these
governments' efforts to increase prices and incomes for their own farmers at

the expense of increasing food costs 1o consumers.
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perhaps the most jmportant jmpact of y.S. farm programs on traditional
jmporting countries is the security offered. The United States alone has
sufficiently large production and storage programs to insure the world's
food supply-. We recognize that storage js a costly budget item but a
certain jevel of inventory is necessary for food security and tradé; The

objectionable part is the tendency for some countries to rely completely on

U.S. storage and avoid paying a fair_share of the carrying costs of their

own food security.

Not only do U.S. ctorage and land reserve programs offer food security,
 they also serve to- dampen price. f]uctuat1ons ar1s1ng from unusually large
supply or demand changes. While it is true that pr1ce , instability has been
rising in recent years, the magnitude of these price swings would no doubt
have been greater in the absence of U.S. farm programs.

The ability of the newly 1ndustr1al1zed countries to rely on U.S. food
supplies has been an jmportant factor in allowing these countries to be more
venturesome in their agricu\tura\ development programs and in allocating
resources from food production to higher valued uses. The end resth has
peen faster economic growth for the 1mporting country and larger exports for
the United States.

Another program that tends to stabilize food supplies for other
countries is public Law 480. Since 1954, P.L. 480 has shipped over $33
billion of U.S. farm commodities to other countries.

The issue always arises as to how much disincentive js created by u.s.
food aid in 3 given recipient country. Obviously, prices to producers would
be higher in the absence of food aid, all else constant. However, food aid

agreements are only signed pased on conclusion of minimum d1srupt1on for
1ocal agriculture and the maintainence of usual purchases from commercial

supplies. In addition, potent1a1 penefits to the overall economy may exist
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in the form of lower consumer food costs and hence lower inflation, as well
as the use of commodity sales proceeds for economic development.

In fact, U.S. agricultural programs jncluding p.L. 480 make jmportant

contributions to agricu\tura\ development in the poorest countries. We are

the largest source of food aid. We provide food security because of our
storage programs that permit us to respond to both emergency and non
emergency food needs. And we havé the largest program of technical
assistance. Although often overlooked, the use of foreign currency fuﬁds

generated by the sale of P.L. 480 commodities sometimes represents the

largest -source of~U,§rwfundigg,fq[wpfogramsrto improve domestic agriculture

in recipient countries. . B - T

In the 1ivestock sector we typically have no direct price support
policies; however, import restraints, when in effect, provide some domestic
price enhancement. It is possible that these quotas have had a negative
jmpact on some potential exporters in some years although the effect is
lessened by allowing the quota to increase as consumption jncreases. 1he
world dairy market 1is highly government—managed, with all countries
providing subsidies and import restraints. 1t js difficult to determine the
jmpact of U.S. programs on others in such a setting.

several other commodity prégrams are worth mentioning. The sugar
program provides price supports to sugarbeet and sugar cane producers. The
current loan rate is 17.5 cents per pound for raw cane sugar 20.86 cents per
pound for refined beet sugar.

The internationa\ sugar market is a good example of the interdependence
of national policies. In late 1980 and early 1981 the European community
drastically jncreased its exports of sugar causing the world price 1o fall.
By spring 1981 it was apparent that the world price would fall enough that

the Secretary of Agriculture would be unable to insure the integrity of the
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sugar program and maintain 1egis1ated price support levels with existing
authority to impose duties and fees on sugar jmports. Thus quotas were
jmposed on jmports 1o protect the operation of the 1egis1ated sugar program
without major purchases of domestica]\y produced sugar by the Commodity
Credit Corporation (cce). ‘

Sugar-and the sugar program represents 2 conmodity in which substantia1

room exists for more market orientation. However, there must be greater
recognition and less market interference by exporting countries which
subsidize their exports of sugar pefore the United States can acheive the

——goaTWof~adin§§mentw§9mqof1d market prices.

The honey and rice programs are other examples where domestic programs

have 1imited our internationa\ competitiveness. The national average
support price for 1984 crop honey is 65.8 cents per pound, Uup 3.6 cents from
1983. The program provideé market stability to honey producers and
encourages maintenanceé of bee popu\ations that are vital for po1\ination of
jmportant ceed fruit and vegetable crops. Neverthe\ess at that 1evel of
support the CCC will be in the position in 1984 of purchasing up to 50

thousand metric tons of the domestic crop while 40 percent of U.S. consumer

demand is satisfied by jmported honey. 1he 1984 rice program calls for 2
nationa] average 10an rate of $8 per hundredweight (CWT) and 3 target price
of $11.90 per CWT. At these prices u.S. rice has been undersold by rice
from Thailand by $120 per ton to Mexico, right at our back door.

A final example is the tobacco program.‘ While the Tobacco programs are
present\y operating through producer assessments with no net cost to
taxpayers, tobacco prices have been stabalized and marketing quotes
established at levels that resulted in 232 million pounds of burley valued

at $567 million under government 1oan on 30 September 1983 and 676 million
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